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. MEMORANDUM -OF THE CHAIRMAN 

^ » 

To Members ahd dfir^'ajyt/mh^rs of th, St'naU Conmuftte on Irde- 
. rior and Ihsnlar An airs Satlonal Fmh aud E-ntrgy PoUcy Study 

^ The >uiniin r of VjT^ i> < xpei U d u* >er the Uur^t ^e\t re ;r;i^line >liort- 
a<r*> Hi fVuit-ru in *!ii^toi\. ^^put' fiu ! .shorta<:e> txturred hu^t \yinter 
aiuiiuiU il.iiorinall\ warm \\t\ithi r a\t^rted rjion- .m rmuf^ difficultu--. 
Far more u idt -pi^atl ^hortal^^s aiv nnw in pr<»?py^ t. Al^muh . informal 
ilhh iti«»n of xar^e fiiel^ is^ tak'in^ phut ., \ ita! jran>pnrtation dntl. 
aijn ultuial fLaKtion> an-^U-ifi^ atfet ted.'-ti^i^ohne ^tath»n^ iia\ ( losed- 
liid* peudeiit n tiner^ ha\i^ run ^hort.of irutU- oil Mipphex Tnit* of 
hwal j:o\irhnu»nt— tountl^^. < itip>.e<h«jol:^an- unable to <ret h»ds oik 
nt*oi'<sar\ for essential publh ser\ u-e^. , " 

Tliere i> liUle t hunt^ that. th)mVi^tK refinerrt*> ^an cateh up' \Mth 
^plrahni: deuiaiul. (ias<line ^t<H for r.viinple. weiV do\vn> \2 per- 
cent in April from lai^t \ear wlnle iK'maiul is u{J at leaj^^t 6 pe*rr??nt. On 
tht a\enu:i Wf are umu*;. i niUlioU ltarnl> i»f cr»iN>linr m^n* ilian ^e^ 
proiiu^v viu h wvvk, Whe.lht»Y some or alFof ihis\letii-ii ran Im» made up' , 
rhrnudi wiipprt:^ is hijrhh uniemfiu rhpetialh in lifrht'of recent 
* developmi'ntji lu'the Mideaet. , ^ ' ' • 

( )n .hane ."». i'J7''\, the Senate pa5^e(l ^. lh7\K '\i h'lU l<» iiutliopze the 
Pre-id» lit of tlie I'nUed Stale^ tfl alhn ate * rudr m] and relined petro- 
leum produi t^ Ut deftl with » xi>iinfr or imnmieni ^h^^rtat:e^ anS dl^loca- 
^ tions.in the national di>tributioh >\sleni wUuh jeopaidize the public 
' health, safet> or wVlfare; to pfovidi* fnr.the tU'le<r;itJon of authority 
to the Secretary- q{ the Interior; and for od^erx>urposOs/' That le^risla'-* 
titjn. howcyr. IS a stopirap niea>un-to ke^'p I'.-M'nlia'i public ser\ice.i 
"i^upplu'd with fta K to irre:=er\iyhe nidvlH*J**i^*ni refining antl marketing 
'wror>, and to di?trif>hte ^hortagts-fuuitablv, among various regions of 
tthe rountn and \arlou^ claA-c> t)f f6n>uineiS, To i liaiinafe the short- 
^a<r«^. uhrfc proo%tjiig.onMiniri> and the national M'c.ujrii\ . will require 
!a *>oniprehenM\i legislatni^ ]»rogram boi»!i to morea?i* ami to conserte. 
i nerpv Mi{)plies. The Nationa\ Kifel> and Ener«r\ Polic\ Studv. estab- 
lished br >enate Resolution 4:> i02<l ( ong., firstW^.^ i.sin tlie process 
of deveJopiAiT that program. 

The purpose of fhis rept»rt to id*^2itii\ the ^ues. to describe'the 
impart of present^ublir polic\ on gni>olme Mipph an^ demand, and to • 
suggest potential HK'asim^ to redu«Y*4hi shortfall. This .report was 
prepared at my request by David M; J.indald. of the Environmental 
Policy I)i\ isit)n. ( ongressional Research Ser\ ice. Library of Congress, 
aspajt of t^u-ihuionnlPuelsand Flnergj Polii \ Studv. fhavedirected 
that It be-{>ublished at this time for the mformation of inten^sted i^en- 
ators and as background for the Committ*^** s con>idera(ian of energ\- 
policy legislation. " ... 
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< Henry M. Jackson. Chairman. 
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The^United States is currently "bonfrSnted wi,th one of the 
Bost serious resource- ptobleas it has ever faced. Gasoline, 
one of our ao« important fuels, is in ctitically short supply ' 
■^n many arf^s and the sho'rtage i*s Ifkely to worsen before it 
improves. Most Aaeri^,are confused by this si-tuatton fce- 
causte always before, except during wartime, there were plenti- 
' ful supplies of gasoline. Gasoline rerailerl, in fact; would . 
go to grelt lengths to attract customers to their stations. 
The day of the free gifts and gas wars appears to be over now.- "' 
however, as maiy stations struggle to remairt .^en. Independen\ 
' marketers have been ftspeciaUy harxl hit. and a large number have 
been forced to close for lack of supplies. At letfst 40% of the 
Nation's -g^s stations have'been affected to some degree, and that 
percentage grows almost daily. 

The reasons ior the shortage are complex and It Is not 
. possible to si,ngle ou^ my one cause. Rather, it is the result 
^f several interrelated factors that have limited supply while , 
increasing deoaiid. . ^ . « ' 

This report is intendfed'to provide an over;;iew.of those 
factors, the extent of the shortage, a^d'its Impact on the 
•comilfy. This discussion of the problem -is far' from complete. 



CRS-2 



but it is hoped that the following report will provide a* 
useful perspective for further investigation- into the cjauses 
and 'possible solutions to this very' important problem. 
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• DEMAND 

« • V 

f 

A factor of primary importance in the current gasoline 
shortage is the phenomenal increase in demand for gasoline 
and other petroleum products. In 1962 Americans used 
66.255. 943. CXX) gaUpns, By 1972 fhat demand had increased ^ 
54,9% to a record 102.615.535.000 gallons. Remand in 1973 
is certain to be even greater. The Office of Eiaergency Pre- • 
pareciness (0^) has reported tjiat gasoline demand in the first 
quarter of 1973 was 5.5^ higher than tor the same period in. 
1972.^ If that^-demand increase were mdintaTmed throughout 
all of 1973. the shortage woulj^ be manageable. If^ however, 
demand rises to 7% or more during the second and third quarters 
serious shortages will probably be inevitable (Fig. 1). As 
recent experience has indicated. «ven a "modest" increase of 
5-6^ may result in local or "spot"-shortages. If demand should 
rise to 7% or i^oife, extensive shortages would occur. Persis- 
tency of that rate would create serious shoirt,ages nationwide. 

The large increase^in demand over the preceding years can 

be attributed to several factors. One. mol*e new automobiles 

were sold in the past years than ever before, with, sales in * 
» 

March reaching an' all-time high. Many people whq Had delayed 
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Demand gain holds key to gasbline-shoriage severity 




Fig. 1. ( The Oil and Gas Journal , April 16,-1973, p. 55). 



4 . * 

» 



purchases for ihcpjast several years because of th^ depressed 
econooy apparently bought new cars during this period. 'Tko^ 
nost'of jhese new cars are heavier, les's efficient and equipped 
with energy-consuaing^ accessories such as air conditioning 
(Fig* 2), The weight increase is due. primarily to sacfet^^ re- 
quirenents, and the low engine efficiency is due to the lower' 
coopression ratios necessary tp petait operation on low-lead . 
gasoline. In addition, the new eoissioh control d^ces on- 
new cars decrease oileage by 7% or nore. OEP estimates 'that ' 
these devices have increased annual qasoline consunption by ^ 
nbre'^th^n 300',000 barrels and the percentage of caission-con- " 
trolled cars increases dhily. Air coBditicniog, when in/' 
operation, can inpose an additional penalty of\as laich as* 
20f. AccnrHiagiy, gas oileage has dropped froo an average ' 
of 14.1 in 1^ to 11,6 in -1973. Three; weather wanaer than 
average for the first five abnths of 1973 has^peraitted fiore- < 
extensive -auto use. Four , o^e fuel is required to aeet the 
needs of an expanded econooy. Five, the increasing aooant * 
^of leisure tiae cobbined with greate/ afhaence 5es been 
'oanifested largely in recreational activities requiring large 
aoounts of gasoline, su^h « long auto trips, ootorbo^ting, 
snowDobiliog. ahd intentational air** travel. 



• 
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A look at 
latc-raodcl autos 



im 1971 m itn 



Hyiepcwtf^ - 253 2S3 I6S 1S5 • 
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Fig: 2 ( The OH a^^^as Journal . ApriT 16,, 1973, p. 56). 



Ntfwer cars 
^\ get more driving 
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Fig. 3 ( The Oil and Gas Journ^ 



I, April 16,^^ 



p. 56), 
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*. Of ^11 these deoand factors,' the singl* nost-iaportant 

appears to be the gasoline penalty imposed by 'anti-pollution 

(tevices. Because new cars are driven further than older on^ * 

each year (Fig. 3 ), the inpact of these devices is greater 

than the percentage of new cars- on the road would indicate, ^ 

The Chase Manhattan Bank haV estinated that one half Of the 

expected growth in gasoline denand will be the result of 

'eoission conrtrols on late bodel autonobiles. ' 

The OilaDd Gas Journal (April 1973) reported th^ fbllowing 

results of a study of aileage loss in new cars: 

One private set ^[leet tests indicated-rt^e nileage loss 
of 1971 DOdels overll9s;Qal 1%, 1972 at 6jg. artd-the 1973. 
• over 1972 at 8%. "Thts reps^ented a cumulated nileage los's 
of 19^; but. two direct coapar^tive ^teSts jof 1973 nodels 
against 1970 oodels showed a* loss ranging from li% to 
17% depending on -the nunber of niles^the 1970 oodels had 
be^ driven prior to testing. 

These data showed nuch greater nileage declines than' 
govenimenlal tests cSade for the EirvironDental Protection 
Agency which reported losses of or)ly about 7%, 

It nay be possible to reduce deaand through various cpn- * ' 

servation oeasures oentioned later in this report. Stephen 

Wakefield, Assistant Secretary of the Inferior, has stated, 

for ejcaople, that if each cotorist could save one gallon* per 

week there would be na shortage. The elasticity of gasoline 

deoand, however, is not clear/ If denand proves to be. inelastic, 

attenpts to reduce denand artificially (such as^i^icreased gtso- 

line taxes) nay prove ineffective. ♦ ^ * 



CRS-8 

« 

As sttrious as the situation appears to be in 1973, 
it CQitld becoae worse in cooing years* if^denand continues 
to clinb. A study by the Petroleua Industry Research 
Foundation proj^ts jJ^Bi the region east of the Rockies 
wiil need to inport froo 237;^ to 265,000^ barrels of 
gasoline -per day (b/d) in 1974 and 478\000 to 572,000 b/d 
in 1975; The report estimates that only 300»0J)0 b/d can 
realistically be expected to be available at that tine. 
Tfiis would result in a physical shortage of 3,5^ of total 
deaand in 1975. . 
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It is obvious that if gasoline. supplies are insufficient 
Buch pf the dtoand will necess^ly not be aet. The resulting 
econoGic dislocatidn, service interruption and general incon- 
venience oake Chat possibility a decidedly unpopular prospect. 
Because 6f this', xaach eaphasis is on increasing supply. Even 
if gasoline conservaticm is successful on a national scale, it 
is unlikely that it will fully counteract the growth rate in ' 
deoand. Considerable attention oust bS given, therefore, to 
the gasoline supply si^ation. / _ 

Docaestic Production ^ 

The Uni ted States has historicalljij^en a nation .self- 
sufficicnx in petroletaa production.* This was naturally a de- 
sirable situation because of the security it provided .in tines 
, - . , ^ * 

•of international^ conflict. To assure the contisMt^ of a. 
strong and viable petroleua ihdustry and the ^^"flcw of 
petroleua products to a rapidly growibg Barket,^thfe Federal ' 
Govemaent provided the industry witii nuaerous econooic in- 
centives to explore and develdp new sources of.-dil. These 
incentives included the of! depletion, allowance,* intangible 
drilling expenses, foreign tax credits, and others that 
saved ther'industry billions of, dollars in Federal taxes over 

the past several "decades. • ^ 

# * 

l?ntil the I950's, dooestic production was. sufficient to 

aect nearly all of the doaand. The limited shortfall Ui*t 
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existed, due oainly to distribution problems rather than lack 

of resources, was net with ioports froa Canada and Venezuela. 

By the late 1950's. however^ imports froa these areas had risen 

sharply due primarily to the fact that the fareign oil cost less 

per barriel than domestic oil. With the aims of strengthening 

' national security ^and of maintaining a viable doaestic oil in- 
. • • •* • 

dustry, th$ Mandatory Oil Import Prograa^was instituted in. 1959. 

Strict limits were placed on imports of foreign crude oil and . 

petroleun^roducts. The rationale behind this systes was that 

the uts. had sufficient oil reserves to^ sustain 'production levels, 

that the domestic oil Industry should be»k«pt competitive/; * » 

For the first five or six y^ars, the Program worked reason- 

, . • .1 *^ ' ■ 

ably wen. 'Consumers paicf more for oil prftdiats than they would 

have if foreign qil had been avail able but a( least shortages 

were relatively ii^re. However, these high oil prices «nd the 

rel^ive^y low pi;ice of natural gas. which was placefl under FPC, 

in 19^. led manyj i'ndustries to shift to natural gas^ 

to^S^atis^}- their major \nexSy requlreaents (Fig. 4 ). Initially, 

, there was no problem in supplying the large aoounts of^natural ' 

gas. but gas reserves steadily dwindled due to the heavy demand 

for a. cheap fuel that was environmentally acceptable* Conse- 

quently, when service was curtailed in the late l9^*s, many 

users, including electric utilities and heavy industries. 

switched back to oil ''to maintain their operations, this shift 

in demand from ^s to ofl p(a<^d ao 'even heavier burden on domestic 
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% • 
production. By the late 1960'$ chronic shortages of fuel oil ' - ' 

had developed in ciuch of New Eng^land and parts ofvthe Midwest. 

By. the winter of 1972-1973, the shortage hQd become critical. 

Jo ease the situation. President (iixon announced jo^a^oaal 

incjreases in the amount of oil that was peraitted to enter the 

country under the Oil Support Progjacn. While these stopyap 

measures were useful, it was apparent that the probleo would 

reappear if the systen were not changed. Finally, Mr. Nixon, 

on April 18, 1973, suspended the quota system, an action that 

• ♦ ^ ^ 
had been proposed by his Cabinet Task Force three years earlier. 

The quota systen was replaced with a fee-license system that per- 
mits unlimited imports to compete directly with U.S. oiK 

These imports al^e necessary because at present the U.S. has 

•no 5pare productive capacity. Pro^duction limits on domestic 
wells have been removed, and they are operating at ma^mum levels. 
The proven reserves of crude oil in^ the United States are the 

' lowest they have been since 1953 (Fig. 5 ). If no new crude 
oil we^re found domestically, the U.S. would have, at the piiesent 
inijie o*f c9nsunption, an oil sugply of ortly 8.7 years. Last year. 



for example, the U.S. consumed over 1255 of its proven reserves, . 
excluding Alaska. Domestic oil production has increased slightl*;, 
over last year (Fig. 6 ), but this was accomplished at the ex- 
pense of productive capacity, which hAd declined by 519, (XX) b/d r 
by the end of 1972 (Fig. 7 ). As- the graph in Fig. 8 shows, 
it is unlikely that domestic production will increase, and it is 
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OIL SUPPLY (Domestic production and 
total imports. thoOs. bbt. daljy) * * 
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* •* - - • * 
«yery possible that it pight decline; In 1972/ for .example, 

;the*O.S. produced 3.459 billion barrefs of crude oil, com- ^ 

. pared ta 3.454-.l^illion'iii 1971, «n increase of only 1/7 of 

I \% World jiroductipn in' 1972. including the U.S., rose^from . 

• 14.554 billion barrels to 15.41& Wllion...an increase of about * 

In spite of ^ the muaerous tax advatitages that are. provided 
• / . » * 

to the pfe'troleum inijustry, expl9rator)r drilling has declined 

steadily, since the early 1950»s. .The. industry claims that ex- « 

ploration efforts have dropped 50^ in the" last 16 ye ars^ because 

of high cwts, government control, of^atural gas .prices', in- , 

/« creased taxes Etna eavironnental opposition (Fig. 9 ). Accor- ^ 

ding to Petroleum Outlook (Hay 1973), the pre-tax' profit op a ' 

$3;<M barrel of crude is otily 38^. 'an .average, annua^eturrt of' 

•on;y 2^ over a ten-year p&rlod (Fig, ^V, Even thouglj the nost 

_k L_i ^ I : , : 

accessible oil, has alf eady Been- jfound, it is probable that sub- 
stantial quafltities of .oil^-jreaaih to be'discovered, "although tlje 
costs.are. certain to be higher because of ihf lation -and the 3ddec| 
difficufty of devplqpaenl. The petroleum industry has claimed, 
that^deregulation of natural gas prices would stimulate pro- 
rduction of new'gas which would, in turn*' reduce^flie dejaand for" 
oil^ products,. There is no. <;ettalnty, however, that the increase 
in .supply of either_resourc» would be prflg^tiona? to- tTie. price 
increases. , ■ , ' ' * 
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Fig. 10/ ( Petroleum jQutlook .. )lay 1973, John S. HetolcT, Inc., 



Increased taxes have i)een paid by the oil tompanies as 
^result of the decrease in the oil Repletion allowance from 
2T^ tp 22% in the 1969 Tax Reform Act. Vlhe petroleum in- 
dustry has claimed that this has restricted its ability to 
increase production, but even at 22%, it is a muclr.greater 
tax advantage than that possessed by any other djmesiic in- 
dustry. In 1971 thfe ifiajor oil Companies paid corporate |n- 
come taxes averaging only 6.7^ of their net income, and ?ome 
were as low as .(Fig. il The til industry hatf*claimed, 
however, i.that pro/its are below the averages of most industrie 
when related to return on assets, gross reveStiuf, or invested 
capital. Nevertheless, nwVl oil company profits. ace up, in 
yome cases they are recor^J profits. In addition, there is 
no tequirement that the tax creditS b^ used in expl-oration 
and development of new sources^ _th e j>urpo se for whi ch th e_ _ ^ \ 
extra corporate rtvenue was intended, k ^ • 

There are only two areas ^hat appear to hold much proy 
mise as potential sources of domestic oil. These are the 
/[laskan North Slope and the Atlantic C6ntinental aelf (in- 
cluding the Gulf of ^!exico). North Slope oil is* p^rt of a 
proven red^Jver^tile reserve that 'could be quickly brought ii)j;o 

^production. It is being delayed, however, by a djCspujtfe over 

• * • « 

thCLrouting of the pipelidet The' oil tompanies wij.h North 
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^^9- li- ^.4^'^* Gene (Rep.). "Gasoline. Rationing by the 
ani;of 1973": Coriqresfeional Record , June" 7, 1973. 
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Slope In teres t^aht the pipeline to be constructed across-.^..,^ 
Alaska to the port of Valdez, where the oil wduld be shipped 
by tanker to C.S. ports on the Kest Coast. The alternative 
is a longer route that would deliver the oil to the Uidwest, 
vfhich has recently had severe energy shoftages. Regardless- 
of the route finally chosen, the oil will find a ready oarket. 
Unfortunately, the North Slope oil wi^l probably provide only 

about 10^ of the Station's oil needs when the pipeline Is in 

s 

full operation. Additional exploration nay justify anothjfr 

pipeline whic|i^uld double that percentage. 

Offshore oil is already a significant factor in the 

petroleum nlrket^ ^ 1965 it nay provide 255? the Nation's 

oil nee^ds. Unfortunately, delays in offshore leasing have 

resulted froo uncertainty over leasing procedures and froa 

several najor oil spills, fires;:, and blowouts. A consequence 

« 

of these disasters was that environtaental inpact statcaents 
had to be revised and resuboitted for new leases. Now that 
a cooproaise agreeaent has been reached between enVironoental 
groups, govemoent and the oil coQpanies, Gulf lease sales are 
proceeding. Th§ olLconpanies do have a najor probleca iiw 
raising capital to neet the high cost t>f drilling in deeper 
water and of building larger nuobers of platfoxtss. 
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The heavy dkjand for fuel oil last winter contributed to 

'J 

•the present shortage of gasoline. The petroleun industry nor- 
nally builds up its inventory for a product irhen the seasonal 
deoand for it is low. The enpha^is that was placed on f^el oil 
last winter, however, prevented the buildup of gasoline supplies 
to neet the expected denand for the sunaer of 1973 (Figs. 12 
^and 13). Consequently, gasoline inventories as of March 31 
were over 25 mi U ion barrels lower than the previous year (a 
10.6^ drop), while gasoline denand was 360,000 5/d higher (an 
increase of 6.1^, For the saae reason, an enphasis on gaso- ^ 
line production will likely result in another fuel oil crisis 
this winter. 
Foreign tpports 

The decline of domestic production has forced the Uhited 
States rely increasingly upon foreign countri?s^to supply 
the extra oiU This dependence has accelerated rapidly Jn re- 
cent years and the trend shows no sign of abating. In 1956, 
oil imports supplied i6^ of the Nation*s oil, a figure that 
Administration officials felt was tolerable, -fey 1972, this 
figure had jumped to 29% and may rise to' 35^ in 1973. The 
Independent Petroleun Association of America has predicted 
that the U.S. will ipeort. 3,098,000 b/d in 1973, an increase 
of 882,000 b/d i40%) over 1972 (Fig. 14)- By 1980. less than 
seven years from now, foreign oil imports are likely to account 
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for over SCK of deoand. and oav be as high as 2 n:ill>on 
barrels p^r da>. 

One of tne obvious disadvantages of icporting oil is the 
inhereni risk lo national securiiv. Thejrf is considerable 
siraiegic danger in having an econocv and a defense esiablish- 
nent that operates on supplies of foreign peirolean, tiiat could 
be terra n a led at an> nor^ni. For this reason, preference was 
given to oil fror Canada and \enezuela. the oiher iwo oajor 
producers iq the Western Hecisp>iere. It was believed t^^ai ihe^e 
countries would general I) be oore cooperative during periods of 
intematiooal crisis and thai the sea lanes through the Caribbean 
uould be rore defensible Icporis froD these countries, as shown 
in Fig. 15. grew rapidlv. Icports froa Canada, for example, sk>- 
rocketed froc S.OOO b d in 'l^^53 to 1.105,000 b d in 1072. liJach 
of ihat^lncrease. of course, represented the developoeni of nw^ 
oil fields with the help of^teerican teclinolog> and capital. The 
oil industrv of \enezuela uav already well Established b> l<?53. 
so the rise in irsports fror^ there to the U.S. is not so steep. 

Even though oan> large I'.S, oil cos^anies had extensive 
operations in foreign countries such as Saudi Arabia. Indonesia, 
and Iran, verv little oil was icporied, to the Troa these 
sources. Most of it was sent to western Europe and Japan because 
large rarkets existed there and because the Mandator) Oil Inport 
Progran stricil> licited oil icports to the United States frOQ 
areas other than the preferred source of Canada and Vwtezuela. 
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Fig. 15. ( l.S. Petroleua Statistics 1*>T3, Independent Petroleuo 
Association of Aaerica/l^T3.) 
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As suppl> be^an to fall further behind deoand. imports 
frocs tiose two countries were increased. Recent 1>. however, 
both of these sources have announced Units on the amount of 
oil the) intend to export. This was proapted in part b> *a 
desire to assure thecselv^s of a continuing suppl) of oil 
for their own development and to preserve supplies for ih^ 
future when deaand will have driven 'prices higher. 

In spite of the incre'asing deoand for oil and the growing 
reluctance of foreign countries to sell it. there has tradi- 
tionally been considerable opposition to foreign oil imports. 
Tliese Objections aVe based prinaril> on the. danger to national 
securit) and the impact upon the balance of pSj^ments. JTiete 
is alread) considerable evidence to substantiate both of these 
fears. Middle Eastern oil countries-have repeatedly threatened 
to limit or shut off oU^ supplies to the U.§. if'Aoeric^n 
policies towai:dJs;-ael w-ere not mod^^aied. The in^^act on the 
balance of p3>^ents fei M be considerable because ^f the large 
foreign purchase? that will be necessary. By 1980 the U.S. 
nay be importing $30 billion worth of oil. Without offsetting 
purchases in the C-S., this icbalance could result in major 
economic problef^s.- So-e pi3>duclnq States, notably Sau^^^ 
Arabia, have shown an interest in investing this revenue in 
the-downstreaa marketing of products iji the U.S. TTiis would 
have the dual advsfttage of keeping Aoericen money in the U.S. 
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.and reducing the likelihood of a supply shutoff. The U.S. 

presently inports less than 35? of its oil froa the Middle"' 
« 

East, but almost all of the projected increas-es in imports 
win come from there. Consequently, such participation 
anfangeaents nay be necessary. 

It had been apparent for soae tine prior to ^pril J8; 
vfhen t\e President officially suspended the Mandatory Oil 
Import Program, that increased imports were inevitable and 
Ujat a more responsive system was needed. He not only 
abolished the quotas hut also the import duties ranging 
from 10,5</barrel for xrude oil to 52</barrel lor gasoline 
A new license-fee s/Stem replaced the old <>rogran. Imports 
above the January 1973 quota for crude ^d most products 

^ and the April 1, 1973^ quota for residual fuel oil are sub- 
ject, to the fees sho^ in Fig, 16, Existing quotas may be 
imported free in the case of refiners, })etrocheaical plant 
operators, terminal operators, and others, Tljese fee-exempt 
quotas will be phased out over a seven-year period starting 
Kith t \0% reduction in 1974, At that time all imports will 

^be subject to license fees. HTjile these fees will raise slightly 
the cost of crude oil and products- it permits unlimited imports 
of oil from any soufte willing to supply iu The result will 
almost certainly be a net increase in the availability of oil 
products, including gasoline, on the U,S, market. Needed ^ 
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Licensc-fee schedule for oil imports 
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»<»y1973 Oct 1973 Urf\SU Oct. 1974 May 1975 Oct 1975 



DuCe C 103 13 15 5 18 

Revxai fuel el No 2 

unf'fvsh^i o-Js 15 20 ?D <? 

D'htf p'CKi.cls . 52 54 5 57 
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Fig. 16. ( Oil and Gas Journal . April 23, 1973. p. 20.) 
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innediately will be imports ranging froa 100,000 b/d to 
200.000 b/<r. if available tankers can be found to transport 
that large acoount on short notice. 

Some difficulty may be expected in obtaining gasoline 
from foreign refii^ers. Europe may^be able to supply U.S. 
needs this summer, but because of its very shallow gasoline 
pool and its own soaring demand, the long-tern supply pros- 
pects are not favorable. The. total refining capacity in 
western Europe (Belgium. Germany. France. U.K.. Italy, and 
the Netherlands) is only 14.4 million b/d. of which only lA.e% 
can be^made into gasoline. Many European countries require 
, long terra product reserves /or emergencies and most refiners 
would be reluctant to draw upon th«;se for export. The gasoline 
that will become available will connand a premium price. 
Generally, it takes a^out three months from the order pXacemeni 
to delivery, a time span that may prove too long to provide • 
European gasoline supplements this -suntaer. 
Refinery Capacity 

One of> the major factors limiting gasoline supply is the » 
Nation's inadequate refining capacity. At present there are 
no refineries under construction anywhere in the country. 
Only one has been built in .the United States in the last three . 
years, and none have been built on the East Coast in the past 
15 years'. As a result, the pressure on existing refineries, has 
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been made that much greater. Refining capacity has dropped 
steadily relative to demand. Last year, for ex^o^le, demand 
rose nearly 7^ while reVining capacity (mostly plant expansion) 
grev^ only 2.2%. ' ^ 

A< a time when donestic refining capacity is critically 
short, it may seem paradoxical that refineries in many areas 
of the Midwest are operating at very low levels and, in fact, 
some have been forc«d to tlose. The reason for this can be 
traced to the decline in domestic production of crude oil. 
*Most of these refineries were independently operated and were 
designed to operate on domestic "sweet" (low-sulphur) crude. 
In many cases these independent refiners did not have their 
own production facilities, but depended instead on supplies 
of crude from the major producers. The incentive for such 
trades was provided by the Mandatory Oil Import Prograa which 
provided "import tickets** to UKTlndependents. These tickets 
permitted the duty-free import of low-cost foreign crude. 
Because of the cost differentia^^ between foreign and domestic 
crude, these tickets had monetary .value to the large inter- 
national oil companies with overs(<as operations. They would 
trade domestic crude oil to the independents for the import, 
tickets which, would allow the majors to 'import tljeir foreign 
oil. This system was unbalanced by the decline in domestic 
production. The majors no longer had i surplus to trade, and 
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in some <r«ifis^had to curtail their own refinery operations. 

•* 

The independents not located near the coasts had no alternative 
sources except for crude from Canada, quantities of which may 
. be limited by the Canadian government and by pipeline capacity. 
Because most of these independent refineries previously had no 
neecf for foreign crude, fto ^pelines had been built to carry 
the oil to inland refinerie^ 

One action taken by the Administration to ease the supply 
situation for independent refineries was described by Darrell 
Trent of OEP: 

The Fede-dl Government obtains royalties in the form of 
either dollars or cn/de oil from offshore areas which it * 
^ leases to private convpaitl^s. To help the short-run situation 
the Government has been Viking the royalty payment in the 
fora of petroleurorand ma]^ng this oiL available to hard- 
pressed independent Tefirieries, ■ Since January of this year 
contracts for approximately 70.000 barrels per day have been 
sigqed. and we expea another 80 to 100 Uiousand barrels per 
day to be made avai labl? (from that source,!^ 

The new system will maintiain to some degree the special 

treaUTient of independent refiners and marketers by providitig 

"tickets" that will allow imports without pa>'ment of the fees 

these tickets will initially not Be worth ^s much as the tickets^ 

under the olp quota program but. to the extent that domestic 

crude oi'l is available, they will have some trading value. 

V Darren >!. Trent. Acting Director. Office of Dnergen'cy 
Preparedness, statement before the Senate Conmittee on 
Banking. Housing and Urbani Affairs Subcormi ttee on Small 
Business. May 10. 1973. 1 
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These tickets are supposed to be phased out after seven years^ 
but they may be retained if the situation warrants. The amount 
of ^the fee can also be raised tp^ipprove the trading value of 
the tickets. To spur refinery construction, refiners will ob- 
tain duty-free quotas equal to 75% of new capacity for five 
y^ars. 

Seine U.S. refineries could operate at higher percentages 
of operable capacities. The worldwide shortage of sweet crude, 
however, precludes this. In the first quarter of 1971, Texas 
Gulf. Coast refineries, which produce over one-third of the Nation' 
gasoline, were operating at only 85. 5^ .of capacity. Competition 
from European refiners for this type o^ oil has wade it very 
expensive and in many cases virtually unobtainable. The Euro- 
peans are using the oil to make loif^ su'^phur residual fuel to 
avoid the cost of installing expensi ve;^ydrodesulphufl2ation 
equiprafnt.^ They are reluctant to rebuild their refineries to. 
operate an "sour" crude because they expect quantities of "sweet" 
crude from the North Sea to be available within a few years. 

In the United States there arc presently about 250 refineries 
operating at about 91^ of their total capacity, processing 13.4 " 
million barrels of crude each day. Most refineries can operate 
at full capacities only for short periods, consequently a capa- 
, city percentage in the fow is essentially full capacity. 

There are 30 refineries with a total capacity of 400,000 b/d ' 
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thai arc inoperable and in need of extensive renovation. 
There are fewer refineries today than there were in previous 
years^ In 1^36 there were t>32 refineries; in 1959 this figure 



To ife econoaic today a refinery cust have i capacit} of at 
least 100.000 b/'d. although KO.OOO is the preferred minioum. 
A refinerv of that size requires 600 acres of land (approxi- 
nately^one square mile) and costs upwards of $200 niUion. To 
construct all of the refineries needed over the next twelve 
years, an investiaent of $1! billion will be required, accor- 
ding to the iteerican Petroleun Institute. 

The National Petroleun Council (NPC) has estinated that 
by 1975 the shortfall of doaestic refining capacity win be 
about 4.8 oillion b/d (2S% of the total capacity required). 
If deoand is to be net i.i 1985. an addi-tional nine miUion 
b^d of refinery capacity will be needed, the equivalent of sixty 
150.000 b'd refineries. If product inports are elininated, this 
requirement would be 12 oil lion b/d. \PC based these estioates 
on grm^th rales of 5.7^ fron 1971 to 1975. 2,7% froo 1976 to 
1980, and froo l98l to 1985. 

To justifv the extrenely high capital investment required 
to construct refineries, the oil' industry must be assured of a 
stead> throughput. In the past, however, the oil ioport 
quotas i^fre set at such a low level relative to rising deaand 




^all and uneconoaic plants were closed. 



and exceptions to the quotas were frequentl> so unpredictable 
that efficient refiner) operation could not be Ciuaranteed. This 
situation ef^'ectivelv discouraged new refiner> instruction. Now 
that the quota systen has been scrapped xn favor of the fee system, 
a nunber of oil coopanies have announced plans to build aew re- 
fineries. Unfortunately, it takes 2^2 to 4 years to build a 
□ajor refinery, so icxsediate relief froo this source is not likely. 

* :^SitiTig IS a najor obstacle to new refiner> construction that 
renains a problea. Delav*are, for exaaple, has banned refinery con- 
struction and other heavy industrial installations along its coasts. 
Sites in other areas have also been contested on environoental* 
grounds. It is ioportant th^t new refineries be built near the 

^ sea so that very large crude carriers (VLCC's) will have access 
to thea. Coastal locations, particularU in the East, are de- 
sirable because of their location near oajor oarkets. 

Many existing refineries will also have to be renovated. 
Originally designed to be operated on sweet crude which is cur- 
rently in short supply worldwide, nost refineries will have to 
be adapted to sour (high-sulfur) crude which is relatively 
plentiful. If this transforaation of existing refineries cannot 
be accoaplished^ effective refinery capacity nay be even less 
than it is now. ^ 

Because of the shortage of refining capacity in the United 
States, nany oil products are refined abroad for foportation to 
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this countrv. TYt^ Interior Deparment's Office of Oil and 
Gas has estioated that 1.720.000 b^d of refining capacitv 
has been "exported" to foreign locations. This represents 
a loss of ecplovrent in the U.S. of approxinatel> 108.000 
jobs, as well as an increase in our dependence on foreign 
sources. Because of the increased value add^ to the pro- 
duct bv the processing, the balance of-pa>T:e3ts is aggravated 
even further. Most of the new refineries have been built in 
the Bahamas. Caribbean. Middl<^ East, eastern Canada, and 
northern l!al\ These refineries were attracted bv proxi- 

citv to large producing fields guaranteeing constant through- 
put. l(M taxes or tax exemptions, lo^* labor costs, deepwater ' 
ports, and less stringent environcental regulations. Soce 
producing areas have begun to require that a certain aaount 
f of their exports be processed l<icall> to provide enplo,v»^^l7) 
for their citizens. / J 

The export of refinery capacity has i/ren accelerated by 
-ting problems, tven though oodem refineries are not nearly 
as objectionable as were earlier refineries, verv few carnunities 
have shOH-n a willingness to pen?it construction. The added costs 
^ of pollution controls, j^iting delays, court injunctions, coastal 
zone regulations and other problecs have led nanv companies to 
build thfrir refineries outside the borders of the United States. 
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Another factor inhibiting refiner) construction has been 
the changing specifications for gasoline. Because decisions 
are tsade for five to ten->ear periods, refiners are reluctant 
to baild refineries designed to produce Mg^.-octane unleadefl 
gasoline opl> to have the ecphasis changed to low-octane 
(belw ^) at a later date. 

R-efining capacitv will be of critical inportance in ceeting 
. tne gasoline shortage this suncer. Because of the limited capa- 
city, refineries will have to operate at levels averaging core 
than and vielding at least A8i gasoline (Figs. IT, 18, and * 
l^). The Oil and Gas Journal (April 16. 1<?73) made the following 
analvsis of the situation. 

Journal data place refinerv crude capacitv at 13,383,000 
b d (API esticate' of capacity is 13.620.000 b'd. soce , 
237.000 b d or KTt higher and thus will show greater 
production at lower vapaci t\ levels). 

The stud> shows that with a 6? jucp in decand if 
refiners on a national scale operate at ^^^^2i s>{ cap" 
cit> and get a gasoline ^leld of 46-46, 5^. they cast 
icport 125,000 b d of gasoline and draw down stocks to 
27.4 da>s* ^uppl> at the end of Septecber. a perilously 
low point. 

Refiners can avoid a stock drawdown with >ields of 47- 
48? and mports of 125. (XW b^d or yields of 48-48.5? with 
little icports. "^f decand should average a 7? gain, yields 
would have '.o reach 47.5-48.5? wi ih inports and 48.5-4*>* 
with no irpcrts. 

If crude supplies should Unit refinery operations to 
8^ of capacity, the drain on inventories would be alnsost 
intolerable, and the need for itaports could exceed avail- 
able supplies. . < 
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Refiner) gasol^ yields j 
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Fig, 17. ( The Oil and Gas Journal . April 16, 1973, p. 58). 
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Fig. re. ( Supply and Deoand Outlook , Independent Petroleua 
Association of Aoerica, April 1973). 
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One oajor coopany analyst estinates that operations 
»t 89% of capacity with a 5^ growth in gasoline desand 
would pull stocks nearly 19 nillion bbl below last year 
at the end of Septenber. With a 7% denand growth, the 
drawdown would be core than 56 nillion bbl. 

Sooe analysts doubt the refinijig industry can sustain 
operations exceeding 9li of capacit> for prolonged periods 
even if enough crude is available. The strain on aging 
equipnent. they believe, would inevitably cause break- 
downs which would bring the operating average down. 

This set of circunstances explains why many observers 
conclude that gasoline denand this suaaer caust be con- 
tained within the 5-6^ range. The refining industry 
, just can t keep up with constant increases in desand 
without renewing and e^^panding plants. 

Refineries generally have a "swing capacity" of about four 

percent that can be used to increase production of gasoline. 

Gasoline stocks are usually built up in the early spring by 

one or two nillion barrels per week because of the anticipated 

seasonal surge in denand in ute spring, sucner. and early Vail. 

Because of the late denand for fuel oil. however.* stocks were 

not increased this spring. Inventories were 2l5 to 220 nillion 

barrels in January and had slipped to 201.5 nillion by May 4th. 

As the peak season of heavy denand is entered, that level is 

expected to decrease steadily. 
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IllPAa OF SHORTAGES 



^There is no question that there will be a gasoline shortage 
during the, sumer of 1^73. In 3an> areas, the shortages are al- 
ready acute arid ^hovf signs of becoming worse. A stud> by the 
Petroleum Indusir> Research Foundation. . Inc. <Pirinc) has esii- 
nated the shortage to be on the order of 125,000 b'd east of the 
Rockies (PAD 1-4). Tnis estinate is based on a projected increase 
of '5.b,^ in deoand for gasoline, which is slightl> less than the 
5. 7^ gain in 1^72. Stocks of gasoline, however, are ver\low be- 
cause of the eophasis on fuel oil production earlier is the year. 
Ai the end of the first quarter of 1973. stocks had been built up 
to onl> 1^1 nil lion barrels (Fig. 20). in contrast to {^receding 
jears when inventories were greater than 210 nillion barrels. If 
consumption increases 8^ to 7.3 nilUon b/d. gasoline inventories 
will be only 95 nillion barrels on September 30 (Fig. 21). 

For the first three months of the year, the United States had 
onl> 32*4 da>s of reserve suppl>. A 34.8-day supply is generally J 
r^arded as the lowest level on which operations can be caaintained 
without interruption. Late last sunc?er there was a 31.4-day supply « 
and localized shortages occurred. E\en if gasoline output is oaxi- 
nized < refineries operating at ^2% of capacit) ^ yielding 48^ 
gasoline), the Pirinc stud> predicts that there laay be a drop to 
2P.9 and 29.4 da>^* supplies Mn the second and third quarters re- 
spectively of 1973. This can be translated into a shortage of 
125, OCX) b/d below nininnjo levels. 
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Pirinc's 1973 forecast for gasoline 
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Even though ihe East and Midwest appear to have the most 
serious gasoline shortages, the West Coast (PAD 5) also has 
supply problems. Last year demand in District 5 grew 7.5% 
twell above the national average) and a 6% rise is predicted 
for this year. This extra demand amounts to an additional 
55.000 bAJ. . The 43 western refineries have operated at a 
level low enough to permit productio^i increase to 2,000,000 
b/d, compared to 1,839,000 b/d last year. Additional increases, 
however, will necessarily come from imports which may not be 
usable by smaller independent refiners. i 
Impact on the Consumer 

Man)^ motorists have already found to their consternation 
that adequate supplies of gasoline are not available. Many gas 
stations have closed, others are open for shorter periods than 
before. Increasingly,- drivers are being told that their tanks 
can not be filled, that they are limited instead to ten gallons. 
Most consumers are confused by the situation but accept it re- 
luctantly^ There was a case recently in Oakland, California, 
however, in which a motorist was so enraged by the refusal of 
the attendant to fill his car with more than ten gallons of 
gasoli^ne that he returned minutes later with a shotgun and 
fatally shot the unfortunate attendant. Wiile this adaittedly 
was an extreme exaople, it does indicate the sensitivity of most 
Americans to restrictions on their traditional mobility. 
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As of 'June 1st, several major oil companies (Texaco, 
^erican, Gulf, Sun, Shell, Exxon, Phillips, Mobil, Union. 
Atlantic Richfield, and Cities Service) were rationing gaso- 
line to their dealers. In some cases, this allocation is as 
low as. 80^ of last year's sales. A number of companies have 
begun rationi^ gasoline, usually in ten-gallon allotments, 
to individual Customers. Initially, this practice was limited 
to compan>-owned stations on major tollways. As the shortage 
grew in extent and in intensity, these limitations were. ex- 
tended to franchised dealers as well. 

For the most part, the average individual has' so far en- 
countered little more than occasional inconvenience. As the 
shortage becomes more severe, however, the consumer faces the 
prospect of formal rationing. The United St3tes has had some 
experience with fuel rationing during World Wars I and II. ,A, 
similar system, requiring printed coupons for gasoline purchases, 
nay be nedessary if present trends continue. 

The Administration has stated repeatedly that rationing 
is not likely to be necessary during the suniner of 1973. The 
same assurances are not extended, however, to succeeding sunners. 
One reason for Administration reluctance to initiate a rationing 
system is the cost. Darrell Trent, Director of OEP, has esti- 
mated that such a system would cost nearly $200 million per 
year to set up and would require a staff of 12,000 people. 
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Nevertheless, a contingency plan has been drawn up which 
would be impleaented within a few days of authorization. A 
recent amencknent to the Economic Stabilization* Act of 1970 
gives the President rationing authority. Prior to that 
^endment a Presidential Declaration of national emergency 
was required. In such a syste& a priority of uses would be 
determined to ensure gaj^fine supplies to those having the 
greatest need. ConsideVing the severity of the gasoline 
shortage and the time r^uired for corrective measures, 
rationing must be considered a possibility for the next three 
years. 

An alternative to rationing is the proposed increase in 
the Federal gasoline tax. This tax would have a greater im- 
pact on the consumer because in addition to the difficulty in 
finding supplies of gasolj)ne, he would have to pay more for 
it. WilliaQ Siman, Chairman of the Oil Policy Committee, has 
said that an increase of as much -as 10< per gallon is being 
considered. That would make the total Federal gasoline tax 
14^ per gallon 

The motive for such a tax is twofold. First, it would 
raise revenue without an increase In the income tax, a stated 
Acfciinistration goal. A 10< increase in the price of a gallon 
of gasoline would probably produce an additional $9 billion. 
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Second, a higher tax would discourage gasoline consumption 
and encourage cons^vation. There are, however, major problems 
associated with such a proposal. A tax of this type is regressive 
in that it imposes the greatest economic penalties on those least 
'able to pay and often upon those with the greatest need, such as 
fanners. Moreover, there is no certainty that the higher price 
would limit demand to any significant extent. Consumers may 
be willing to pay the higher prices to retain their life styles, 
ipegardless of cost. If that is. the case, the net effect would 
be only to increase the cost to the consumer without achieving 
the desired balance between supply and demand. The wealthy 
would not be greatly affected by the cost increase and would 
still use gasoline iof frivolous purposes. At the same time, 
low income groups would be faced with major problems such as^ 
uneraproynient because of difficulty in reaching their jobs. 

Regardless of the specific actions taken by government 
and industry to ease the shortage, the price of gasoline is 
certain td rise. Anticipating a rise in the price of gasoline 
and other oil products, the Cost of Living Council (CLC) im- 
posed price controls on the 23 mdpor oil companies with sales 

over $250 million per year (16% of the^ industry) . A major 

^ J 

loophole in this arrangement is that the prices can be weighted 
so the prices on some products like gasoline can be raised more 
than 1,5^. In o^ier words, there is no limit on the price of 
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any particular product as long as the average price increase 
for all of the cocapany's products does not exceed 1.5%. If 
higfu?r cost increases can be proven. the,CLC can authorize 
larger increases. Most oil coapanies have already increased 
their prices by nore than the guideline figure/ Wholesale 
prices of gasoline have rise^'nore in the first quarter of 1973 
than in the previous twenty years. The CIC has generally per- 
mitted increases of 3,1% to 4.7% at the discretion of the oft 
coapanies. In soae cases, oil conpenies not affected by these 
regulations have raised their punp prices by oore than 10^. 
Even oajor brand stations which are leased rather than coa- 
pany-operated (as dc^^i are) are not subject to these controls. 

These United controls are -tenporari ly ineperable becaus.e 
of the 60-day price freeze announced by the President on June 13. 
One provision that continues to apply to the 23 najor oil coa- " 
'panics is the "reseller rule" which allows increased costs of 
oil inports to be passed on as loil^asjfij oil is not transforned 
Thus, the consuaer can be charged a higher price for imported gas( 
line but not dooestic# The increased costs of foreign crude oil. 
however, must be borne by the processor. Major oil coopanies are 
reluctaht to .iriporl foreign oil If they incur a loss in the trans- 
action. To encourage increases in supply, it nay be necessary to 
include ia Phase IV controls a pass-through provision. 

In sooe respects, gasoline is an under.|Jrtced fuel. It 
has risen only about l\it per gallon wholesale fxoo 1962 t'o 
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1972 (froe 11.55< to 12. 87c). an increase of onlv 11. 4^?. 

£>iring that sane period the average prices all i tecs in 

the Consucser "Price Index rose 38.3?. Even though the pnVe, of 

^a^oli.ie has sieadilv risen. tKe rise has not been cont'injous 

.ITie avt-ra^e 1<572 pucp pri<e. for exaciple. i%as 3t>.13< per gallon. 

t 

as opposed tp,3o.43C in JQ7l. TTie 1<573 prices, ho^^ever. have* 
alreadv risen substantiall> and the trend is not likelv to be 
rtrversed 

Higher prices for the consuc-er nill adverselv affect nanv 
consucers. Not onlv will thev be inconvenienced, but their 
livelihood nav be threatened if gasoline prices rise to the 
T5c to SI 00 per gallon that sooe have predicted. Because of 
extensive decentralisation of industr> during the last decade, 
can} factories are located in the suburbs, sooe disiance froo 
the cit> centers. These areas are seldc^ served by cass transit 
and car pools nav not alnavs be practical. If a worker cocoutes 
175 fsiles to Kork each xeei: in an autooobile that averages 12 
niles per gallon. 14.||gallons will be consuned. A 50C increase 
in the price of gas would add $3.05 per week to his coccuting 
costs, "or l^t per hour. 

Perhaps even core ioportant to the consuner is the indirect 
lopact of the shortage on prices in general I^Higher fuel costs 
for faroers will result in higher food prices. Transportation 
charges for manufactured iteos will rise and will be reflected 
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in higher prices. High prices and short supplies say lead 
large nunbers of faculies to cancel vacation plans that in- 
cluded long trips. ' Man> are concerned about being stranded 
great distances fros hoce. Because of this, areas dependent 
on touriSQ oa> suffer a oajor loss of business and extensive 
uneaployneni could result m those area?. The Stale of South 
Dakot*a, for exaaple. would lose $33.6 aillion in incose if 
tourist traffic dropped 20%. 
Inpact on Agriculture 

'Piere is a ver> real danger that a prolonged fuel shortage 
could lead to another shortage, one of food. Tht increased 
productivity of toerican agriculture, in spite of a declining 
fana population; is due tc the oechanization that haT been per- 
nitted by the availability of inexpensive fuels. Abundant 
energy has also oade possible the synthetic fertilizers which 
add greatly to yields. Gasoline shorties oay also reduce 
fana production by Uniting cultivation. Even Dore isportantly. 
in sooe cases entire crops cay be threatened b) inadequate fuel 
for planting and harvesting. 

Faroers used about 6.2 billion gallons of fuel in 1972* 
4 billion gallons of gasoline and 2.2 billion gallons of diesel 
fuel. Agriculture is not. however, a oaJor user of petroleuxa 
fuel cocipared to other users. In 1^69. for exaaple. 2.6 
Billion fanders spent $1.9 billion on 6 billion gallons of 
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• fuel, -njat quantity of fuel, while a significant a-ount. 
accounted for less than 3% of the total petroleuc decand for 
that year. The perctrntage of total ^fuel decand that can be 
attributed to faraing has recained nearly constant at 3-4? 
since the I930's. 

T*ie agricultural decand for fuel has been estioated by 
tije Departcent of Agriculture to rise frocs-6.2 billion gallons 
in 1972 to 9 billion gallons by 1980. This represents a 45% ' 
increase. During that sar=e period, however, non-fans uses 
are expected to expand even core, "njis will cause the pro- 
-portiron used in faming to decUne. although the actual 
constj»ption will continue to rise, 
t;^^ The decand for agricultural fuel in 1973 has been affected 
^'\\ several factors. First, decand for fatn production has in- 
creased and fanners have responded b> planting Dore acres af 
such crops af com. wheat, and so>beans. Second, the Depart- 
cent of "Agriculture has authorized plantings on land that had 
pre\iousl> been set aside, resulting in a \2> increase in 
acreage. TM»<1. wet weather in the fall of 1972 prevented 
f3n?ers fror doing nuch of their field work which had to be 
postponed until the spring and sutxaar ofi*^«^^ourth . heavy 
rams and floods have saturated the soil wi^ roisture. re- 
sulting in extra work to drv the soil and to reoove ruts. 
Fifth, faroers are increasing their use of high-powered ecruipcent, 
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Perhaps thetsost ioporlaot aspect of the agricultural 
fuel shortage is the /coapression of deaand. O^pally the 
planting season is spread over the spring and ^rly sumer. 
The unusnall} i»et weather, however, has delayed cucb of this 
activity so that work that noraally would be sjread over 
' several Donths is being done in one. This creates an abnormal 
peak in fuel desand that would be difficult to oeet at an> 
tine Cfeirjng a national shortage, it has proTen in oany cases 
to be iopossible. Fuel distributors have often been unable to 
obtain quaniiiies cocparable to last year's, let alone the 
greater aoount required this year. 

Tiaicg is especiall> critical in obtainiig gasoline and 
diesel fuel for famers, An> dela> in crop^^anting beyond 
an optical date has a depressing effect on yields. 

Each day*s delay in planting com in the CoVn Belt,^ for 
exaople. drops the yield by one bushel per aare per day fron 
Ma) Lst through Ua> l5th. and two bushels p«i? acre pe^ daj fraa 
Ma> 15tl) to Ju^^e 1st. Producti<>n costs, howevej, reoain the 
saoe and are likel) to be reflected in high'cr oarket prices. 

The voluntary allocation plan announced by Kr. Sioon on 
May 22 was designed, in part, to alleviate the problec of faro 
fuel shortages. Faraers were given top priority in this sy^tcc. 
Dnder its provisions, the cajor oil coopanies are asked to supply 
to all of their historical custooers the sane aoount provided 
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}n ihe lasi quarter of 1^71 and the first three quarters of 
1^72. This Has intended to aid the independent marketers, 
lAo suppl) cany farrerb with their fuel. This \oluntarj 
$>$iec ca\ be nade nandator) if the present- s>ster does not 
Kork. Present indications are that voluntary guidelines have . 
not been effec.tive and that mandatory allocations nay be war- 
Tanted. Strict legislation to that effect has been introduced 
and acted upon in Congress to ensure that farcers ha\e t^e 
fuel tne> need. 
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lopact on iDdepepdept Marketers 

Although the gasoline shortage has affected nany groups, 
the cost severe impact has been on the independent narketers. 
This se^ent of the industry consists of "private brand" 
narketers and independent distributors of "branded" gasoline* 
T<^ether» they account for 30^ of the total market. Because 
DOSt integrated oil coapanies give market preference to th^ir 
own dealers, the independents usually feel the impact earlier 
and with greater intensity than the rest of the market. 

The impact on private brand marketers has been especially 
severe. This is^ue primarily to the dependence of these mar- 
keters on gasolineXproduced by, the major refiners in excess of 
the needs of their integrated or branded distribution cfLannels* 
The availability, of this gasoline on the "spot" jaarket made it 
possible for the independents 'to sell at lower prices under ^ , 
their own naoes. This was beneficial to the ia4ustry becauare 
it kept gasoline sales coapetitive. and it allowed the refiner 
to opera^te at a nore efficient rate. During a period^* shortage. 
^hi)wever. the refiner gives 'priority to his own or controlled out- 
lets. When no surplus exists, the independents have no source 
of sii^ply and. consequently, nothing to sell. Many independents 
are currently in that predicaoent. The raaificttions of this 
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shortage on the independents has been well-described by the 
Peiroleuo Industry Research Foundation in its report "The 



Near-Tenn Outlook for Gas«ine and its Inpact on Independent 
Marketers-;* 

.••Mi'hen the gasoline shortage begins to affect the 
availability of branded gasoline, the refiner can be 
expecied lo reduce first his branded supplies to non- 
integrated outlets. Thus, a number of independent 
branded gasoline distributors have already been in- 
fonaed that their contractual voluae this year win 
be either the saae or less than last year. Since A, 
spot gasoline cargoes are currently not economically' 
available, sooe of these distributors will have to 
curtail their operations. 

To what extent the independent narket segment will 
be affected by the shortage over the next three years 
depends of course on tne scenario chosen. Ii is clear, 
however, that if the independents must increasingly rely 
on imports and if the cost of imports remains higher 
than domestic gasoline prices, the independents must 
raise their prices relative to those of the integrated 
distributors. This will cause them to lose market 
shares to integrated companies. While the extent of 
this loss is subject to speculation, one possible \ 
scenario is to assign all the growth in the market 
.^0 the integrated refiners, (the ''majors") while main- 
taining the volume of the independent segment at its 
level of 1972. Needless to say, this rs not a recom- 
mended scenario but it provides the opportunity to 
analyze the supply situation of the independents under 
a no-growth assumption until 1975. Assuming a 
market share for the independents, the comparable 
figures for 1972 and 1975 -will look as follows: 




Total .Motor Gasoline Demand 
(000 b/d) 



I-IV 



1972 

Independents 1,632 
Int^rated Refiners 3.807 



1.632 
4,724 



1975 



Growth Rate 



0.0% 
1,5% 



5,439 



6,356 



S.3% 
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Under the most optimistic supply case, we forecast 
that refiners in 1975 would produce 5.971, 000 barrels 
daily (excluding an estimated 34,000 b/d of aviation 
^ gasoline) of which 64.000 b/d would be shipped to PAD 
V [the West Coast]. After meeting the entire deaand 
of the integrated coopasies this would leave 1, 183,000 
^d for the independents or*449,000 b/d less than they ' 
will require even under our no-growth assumption for this 
group. Thus, in order to maintain their existing level 
of operations they would have to import about 450,000 b/d 
in 1975. • Additional imports of 29,000 b/d will be required 
to maintain stock levels at the 1972 ratio of 34.8 days of 
supply, making for total imports of 478,000 b/d. 

These impor;. requireiuents could well fall 150,000- 
200,000 b/d short of available foreign supplies. If 
the entire shortfall has to be borne by the independent 
segaent, it could reduce their actual volume in 1975 by 
at least 10^ below last year's. This would reduce their 
market share over the next three years from 305? to 2Z%. 

The independent marketers do not obtain all of their pro- 
ducts from the major oil refiners. There are many independent 
refineries that exist solely to supply independent marketers. 
The capacity of these refinevie^^'is small compared to that of 
the majors ^ut it is significant, particularly in the Itidwest. 
If these refineries were operating at full capacity and sup- 
plying the independents with gasoline, there would be essentially 
no shortage. The probleo, as was mentioned earlier, is that the 
major oil producers in the U.S. claim that they barely have 
enough domestic crude oil to operate their own refineries. The 
majors are reluctant to release domestic oil if it cannot be 
replaced with foreign "sweet** crude, which is in short supply 
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worldwide because of rising demands in foreign countries and 
because of production controls imposed by Middle Eastern pro- 
ducing states. Many independent refinets are- too far inland 
to import foreign "sweet" crude on their own, evi|i if it were 
avai lable. 

Before the fuei.oil' and gasoline shortages brought about 
the deal se of the Mandatory Oil Support Progran. the indepen- 
dent refiners held aif advantageous position. Because of a 
-sliding scale" method of allocating import licenses, the in- * 
dependents received ragre than a proportionate share of import 
tickets which allowed the import of certain quantities'of crude 
oil duty-free. Because foreign oil ^fas cheaper than domestic 
•and had no tariffs imposed, these tickets had monetary value. 
The independents exchanged them to the majors, who had facilities 
for processing foreign oil. in return for domestic oil. Vihen 
the oil shortages forced prices upward, however, these tickets 
lost their value. Foreign oil. in fact, has become more ex- 
pensive than domestic" oil. Under t^iese ccxiditions. there was 
no incentive on the part of the majors to trade away domestic 
oil when they would lose money on each" transaction. The majors 
at the same time are reluctant to part with their crude oil 
supplies when they are under intense pressure to increase their 
production. In many areas, local air quality standards have 
compelled refintries to use low-sulphur crude oil. making it 



65 



ERIC 



CRS-58 

that much more difficult for the independent refiners to obtain- 
the type of oil they need. The ne<f fee-license^ systesn may be 
a partial reaedy to this situation in that it ^nain tains a. 

^ticket systea that gives the independents something to tra<Je' 

• • • ' 

for domestic oil, although they have complained that the ticket 

value is too low. It is 'doubtful that the new import plan will 
. be totally successful in freeing domestic oil for use in inde- 
pendent refineries. 

'Because this shortage is likely to persist, Congress 
passed an amendaent to the Economic Stabilization Act of 1970 
. which provided the mechanism for an oil products allocation 
system. Administered by the Interior E)epartinent's Office of 
Oi'l and Gas, the program is voluntary but may be made mandatory 
if circunfstances require. On May 10," 1973, the program was 

described as follows by Deputy Treasury Secretary Simon^before 

^ 1/ ' 

the Senate Connittee on Banking, Housing and Urban Affairs:^ 

General policy direction will be 

THE program for ailocaiion of crude vested tn tbe Oil Policy Committee, 

oil and refinery products will be vol- day-t(Hlay administration of tbe prx>- 

untary but backed up by tram, in Jht Offlce of Oil and Gas 

(1) GuideUnes esUbiis^ed by tbe (OOG). An oilalk)catk)a section shall 
Covcmmcni. be established In OOG to adm'lnlster 

(2) A mechanism for providinx con- the program. 

tinuing scnjtiny-cf "compliance with Under tbe program, each producer., 

these guidelines. refiner, marketer, jobber and dinrib- 

(3) Tbe threat of imposition of more utor will agree to make available in 
stringent regulations requiring reaUo- each sute to each of its customers t 
eating crude oil and products should (Inchtding those purchasers in the spot 

» this program fail. market) tbe .same percentage of its 

1/ The Oil 6 Gas Journal . May 21, 1973, pg, 72-73. 
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total supplv of crude oil ind products 
th<it ii provided during each quarter 
of a base perKxJ (defined as the fourth 
quarter of 1971 and the first three 
quarters of 1972) 

SuppJ> precroption. Under the pro- 
/>rani, CMXJ may assign to each pro- 
ducer, refiner, marketer, jobber, and 
di!>tributor a!kxatK>ns tor priority cus- 
tomers still unable to obtain needed 
supplies of crude ojI and products, not 
to etceed lO^r of any supplier's total 
sales of crude oil and products during 
the ba5t period 

This assignment by OOG will be 
based . upon demonstrated need The 
basic purpose of the as^ignmen* is to 
assure adequate supplies of cruc^f oil 
an^Droducis to prwnty users who. 
for sohv^ reason, are not well served 
under the proportional allocation pro- 
gram 

It will be particularly important for 
fulfilling the needs of new customors 
that have entered the marketplace 
since 1971-72 

Consumer priorities. In distnbutmg 
the oil for OOG allocation, priority 
. wjII be given to supplying :he folkxwing 
activities or to independent market- 
ers. jobbers, and refiners who supply 
the following activities 

1 Farming, dairy, and fishmig ac- 
tivities and services directly related 
to the .cultivation, production, and 
preservation of food 

2 Ford processing and distribution 
services 

3 Health. med>fal. dental, nursing, 
and supporting services except com 
mercial health and recreational ac- 
tivities 

4 Police, fire fighting and emer 
gency-aid vrvices 

5 Public passenger tunsportation 
including buses, rail, intercity and 
mass transit sy^tem^, but excluding 
tour and excursion services 



6 Rail, highway, sea and iir 
freight transportation servi^s. and 
transportation and warehousing ser- 
vices not elsewhere specified 

7 Other state and locai-govemment 
activities 

8 The fuel needs ci residents iq 
states or parts of states not well 
i?erved by major companjes and un 
able to obtain sufficient crude oil or- 
products 

Wholesale and retail marketers of 
gasohne shall not be deemed prwniy 
customers unless ihey supply a sub 
stantial proportion of their prodnct to 
these priority users 

When convenient, various companies 
may exchange supply obligations in- 
curred under this program in order to 
Simplify distribution problems 
Complalnl procedures. The Office Of 
Oil and Gas will receive complaints 
from^ anyone who feels he is not re- 
ceiving a proper allocation of supplies 
If it deems it necessary, OOG may 
require a public heanng and submis- 
sion of oata, by suppliers, on their 
1971 and 1972 exchanges and/or sales 
of crude oil, unfinished oils, and prwJ- 
ucts. These data will Include the 
names and addressee of customers, 
the amounts of crvjde oil and products 
sold to them, the legal relationship 
between major oil companies and ais- 
tomers, and whatever other informa- 
tion OOG believes necessary to con- 
duct the heanng 

OOG will then verify the accuracy 
of complaints against a su){plier and. 
if justified, impose mandatory alloca- 
tion 6n the supplier 

Prices. The price at which petro- 
leum products shatl be sold to inde- 
pendent marketers, wholesale distrib- 
utors, and o'lher^jnaffillated customers 
shall not exceed normal refinery rack 
prices charged by major companies 
to new contract customers 
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The price which wholesale disiribo- 
tors may charge mdepenc5em market- 
ers shaJI not exceed normal wholesale 
prices, or normal refinery rack prices 
plus a normal wholesale markup 

UTiere independent refjners have 
previous}) received domestic crude 
oil m exchange (or import tickets, the 
independent refiners will be reqfttlred 
to surrender license-fee-exempt quo- 
tas m return for receiving the priv- 
ilege of purchasing crude oil under 
the program Where the independent 
refiners previously purchased crude 
oil ^iiitbout surrendering import tick- 
ets, no license fee exempt quotas uill 
have to be surrendered 

Thf price at which crude oil shall 
be sold to independent refiners shall 
not exceed posted crude^il prices plus 
an applicable pipeline-transportation 
charge except, however/ where crude 
oii is sold as required based upon 
previous exchanges of import tickets 
for domestic oil. the major companies 
may charge a price equivalent to the 
average landed cost of any oil Im- 
ported to replace the oil sold under ^ 
the provisions of this program 

Heirin^s. Immediately following the 
initiauon of this program, the Oil Pol- 
icy Committee shall begin hearings to 
\ 



determine any changes that may be 
required to make the program equi- 
table to all classes of supphers and 
purchasers, and whether the progran^ 
should be made mandatory 

The Chairman of the Oil Policy Com- 
mittee will designate an ad hoc board 
to conduct such hearings^ and report 
Its findings to the Oil Policy Commit- 
tee, 

The board shall be composed of rep- " 
resentaliVes of the Intenor, Treasury, 
and Commerce departments. GSA/ 
OEP. and any other representatives 
as the chairman of the Oil Policy 
Committee may feel appropriate The 
chairman of the Oil Policy Committee 
shall designate the chairman of this 
board 

The Oil Policy Committee will also 
investigate and recommend additional 
measures that should be undertaken 
to- encourage allocations by major 
suppliers For example, it will inves- 
tigate changes in Cost of Living Coun- 
cil rules and environmental standards 
and regulations thiit seem necessary 
to assure efficient utilization and 
equiuble distribution of crude oil and 
products 



' Because the allocations are'based on his-torical purchases, 
man) existing contracts will be broken. Branded jobbers, who 
are also independent busin^^^en, are concerned that products 
will be shifted from ihem. despite existing*contracts. to 
private-brartd spot, buyers. ^The voluntary program is considered 
by the Office of Oil and Gas to have the effect of a "force 
BiajeureJ which would pennit compliance with government-ordered 
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of contract suus. TTttr prob}ea of oreakih^ exisiing am- 
tracts Has apparen^tJv recognized but considered ^ecessarv 

m erder to "shar^e the sfcortage" The Office of Oil a^Iid 

X " 
Gas has fciss-s-uraged .States from adopting their onn ^epara^e- 

. ■ allocation plajis so that distribution can be coordinated 

nationan>. ' 

4 

In spite of the voluntary allocations, .the independent 

narketers are still i}avir>g najor supplj problems. As of 

M8\ 30ih. the Office of Eroergenc> Pp^paredness estimated 

that 1020 retail gasoline dealers had been forced to ctose 

and that- 1.914 Here on the verge of doing so. A total of 

40.000 independent Stations are fac«d with the prospect of 

aimited operations^ To counteract tbis trend, the Senate 

recently passed S. 1570. an energencv oeasure to require action 

b\ both the Executive "Branrh and private imjustr) Uo assure the 

e<?alt8ble distribution of fytels in short supply. $. 1570 Kould 

* 

oake it illegal for the large integrated conpanies to supply 
* .their hist<irical cMjpani^s less than the anount provided 

during the bas^ period. Such a nandbtor> allocation plan '* ' 
sPF^axs^to be incrt*asingl> necessarv because of the following 
dLisad^a-jtages of the voluntary plan. (1) ccononic gains can 
be r-ade b* Hithht>lding supplies as the shortage becomes more 
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serious, U» coopei^aiion is p-ralized. eauitatle geo- 
grap»*ic disfribulion unlikel>. (4» (orpIiaKc*^ rj^p N ir 
conflict -Aith programs es\ablisfied b> Sta^e or local govern- 
T^^x. <5' irpl^entaiion is dependent on private decisions 
anj do-^^s not generate naxifeur public confidence, (o) existing 
contracts cannot \oluntaril> be superseded, and (7) carVe!- 
scaring activuties are encouraged which rrav be in violation 
of antitrust laws. i 

Th'-"suppl> probltm of the independents has generated 
speculation t* at the gasolin^ shortage night be aTtifi9ial 
rat^*=^r tban real. There is no doubt that, in either event, 
t^e rajor petroleum companies are reaping four najor advan- 
tages First, conpetition froci the independent marketers is 
eliminated through suppl> Starvation or reduced through lower 
price differentials; second, the .raajors have been able to exer* 
cise greater control over their franchised dealers b> lioiting 
supplies or lop^smg other restrictions; third, the majors 
have benefitted froo the unprecedented price increases in the 
price of gasoHne due to the imbalance between suppl> and de- 
nand as Indicated b\ record first quarter earnings, fourth, 
the oil industry has an issue with which to counter environ- 
nentalists in disputes of air qualit) regulations and refinery 
SI ting. 
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To a \erv qreat extent, the shortage is real. Dooestic 
production has le\elled off and foreign "si^eet" crude is diffi- 
cult to find on the international market. The- extent and in- 
tensity of t*^e shortage hw%e»er. ra> haie beerf aggravated h\ 
industry practices. The 01! and Gas Journal noted on April ^ 
It. 1^72, that 

r ^d. 

s.-k—*- • ' -r ^' t^-" p. i> r * 

..'^ or . • -c*, OJ' -w 



A nurber of najor oil companies ar€ currentl> involved in 
a proce^U of rarket consolidation. K"hiie^^re is no evidence to date 
that t^e aband>nront of regional carkets is a result of collusion 
0^ the par: of the najors involved, it does work to their minal 
advantage b> red-fing conpftition. Sun Oil has abandoned Tennes- 
see and eight Midwestern States. Gulf has spent $250 nillion on 
a r^-S:ate pullout. Arofo has Ifft its r?arket on the Kest Coast. 
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BP and Phillips in the Northeast, and Arco in the Southeast. 
Ej^on IS closing 150 of its 400 retail stations in Illinois. 
Michigan. Wisconsin, and Indiana. Gulf is selling 3500 
stations in 21 States froc Illinois to California*. Other 
companies have selectivelv reduced their carketing activities 
ir. ot^er regions, Tnt- reason offered b> these corapames is 
that these operations are oarginal, unprofitable, and loo far 
fro" t*^e refineries. The> consider t*"e consolidation a ceans 
of correcting their overextension. 

Ano'»^er oarketing tactic k»^ic^ has disturbed the indepen- 
dent narketers is the attenpt b> the tsajors'no establish their 
oun c^iains of discount stations. The fact that the oajors are 
getting into the discount business at a time when the indepen- 
dents are being forced out has led nan> to question the legi- 
tirac> of the shortage^ Exxon is currentlj rarketing discount 
gasoline under the brand na:?e "Alert" in four States. Gulf ^ 
is also selling under two labels. '*£conor3>" and "Bulko"". Shell 
sells under the narte ''Ride". Mobil under the ^na-ne" "Cel lo" 
Mllips Under the nane9"Blue Goose" and "Red Dot". 

To sore extent, narket penetration this wa> na> be a justi 
fiabl^ business venture. The rarket percentage held b> bost 
najor oil cor?panies has dropped in recent years, while that 
of the independents has ris*n. In 1972 the cajors sold 74. 4? 
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of tre Nation's gasoline and the independents 25. b?. Tnat ' 
uas a gain of 2.07i o\^t 1072 and represented a steadv en- 

croacnnent on najor petroleuc co!?panies' share of the"-^ ^ 

narket. I*^ i^at context, the cove to'.^ard discount 
rarketing 3a> t>e a move bv the najors to preserve their 
r^arket rather than an attenpt to drive the independents out 
of t'USiness, 

The Lr^nded dealers are not. in general. svTpathetic 
to t^'e current plight*of the independents-. The Turnover r^te 
of ^•^e branded dealers is about 33? per year, seven tines njore 
franr-js^d dealers go out of business each vear than do inde- 
pendt-nts Because the indep^-ndents have bought surplus gaso- 
line at. loiter tank>agon prices fror the san>e suppliers that 
ser\tr branded dealers, ihev are often considered" parasi tic. 
T"*- branded dealers feel that the independents have been 
stealingf-eir customers bv price alone since theiV costs 
Here Io^€t. Nois that a seller's narket prevails, the branded 
dealers r*s^nt sharing their produfts Kith indep^^ndents. Thev 
'sp*-v'ialU objTT to the independ^-nts' denand that the sar^e 
prict advantage he naintained. 

T*"c retail narkcting practices of both groups are alread) 
c^anoing in r^spon.se to the- shoxi age. Cas uar^ are generallv 
a 'fi-G of T^e past. Civ^a^^av pro:?otions. trading s;ar5ps. and 
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even naps o:a> discontinued. Credit card purcfi^ses. which 
add l^St to 2.0t gallon, were onginall) en-couraged as 
an inducecent to bu> gasoline and nayt>e dropped b> nan> re- 
tailers- The trend in gasoline retailing appears to be 
toi*ard ninicizing costs b> enf^asizing large voluce outlets 
and proapting self-service facilities. 
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PROPOSED REMEDIAL An*lOSS 



rough / 
actions 



Ir anv shoriage situation there are tno courses of action, 
i-^rea^e supplv or reduce deDan%. In the cas- of gascline. 
-.eit-er of these alternatives appear to be easil> accoapli shed. 
0 • - -xtent that effiJrts in either cateqorv are effective. 
^Oi.-^;^r. t^e severit> of the shortage can be reduced. All of the 
folio..! , are discussed as proposals and are not necessarilv ad- 
vocated b\ the author or CRS. 
Proposals to Increase SuppU 

A nunber of actions have been taken recentlv uhich would 
•^opefullv have the effect of 'increasing supplj. e'lther through 
increased donestic productioi^ or foreign inports. These acl 
hai€ been discussed in the Section on Supply. For the short tenn. 
It appears that foreign irpyorts represent the onl> cajor neans of 
increasing supplv. Even inFK>rts nay encounter 'delavs due to 
tanker availability and the lack of deep-water ports in the C..$. 
S^'.eral ot-er specific suggestions haVe been nade for increasing 
supplv. The tine frar^es for all of these actions.var.v but host 
njst considered nid-terrD to long-tens actions. 
A P5sl-throuq> Allo isance for Inported Crude Oil 

Indfr the current CLT restrictions and the price free2e. in- 
creased costs of oil products can be passed on to the consuner 
\m\ ^igh^r prices for crude ofl cannot. Because of this, there 
15 a reluctance on t,he part of the oil coapanies to inport oil 
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at a loss. Since crude oil is vitally needed to maintain 
naxiDua refinerv outpu\. such an action Qa> stimulate through- 
put. 

Oil Exploration Assistance 

Because of the high costs associated nith the search for 

crude oil. exploration efforts have diainished. -If lease and 

\ 

bonus pa>Tjents were ava^kj^le for use in exploration and develop 
nent. industry could expand its efforts to find additional re- 
serves. * 
North. Slope Oi 1 

Alaska possesses one of the najor untapp* mI reserves in 
the world. Addition of this oil to existing S4pplies would 
significantly alleviate corrent shortages. If a pipeline route 
were agreed to and construction begun soon after. Alaskan oil 
"ould be f^niering the market within five years. 
Oil Oeoletion Allowance 



T^is najor iax\ad\antage was designed to offset the costs 
iricufred b> oil conp;inVs in exploration and development of new 
sources of oil 10 romptnsate for those that had been exhausted. 
No* all of .tb* r^onev saved through the allowance, however, is 
used for th.at purpose. A re^uirenent that e percentage of the 
tax savings used Tor oil exploration has been suggested as 
one ntans of increasing such activity. 

Oil Storage Reserves \ 
The gasoline shortage in nan> areas has been especial l|- 
severe becau<;e of distribution problems. If adequate storage 



facilities v,^re strategicjallv placed around ihe'^ounir\. the 
effeci of such shortages could be substantial!) reduced. In 
many cases the stored suppl\ might be, sufficient xo provide 
^uel for a region througn periods of hlg^ deciaQd. Furthermore, 
oa?<>Hne ^^ould be inmediatelv available for emergency allocation 
to fsmtrb ano c'*^fr r.igh priorit) users. Legislative proposals 
hav- :-t:r -^sdt -^r.i-^ fi-onaend a ^-dav reserve storage capacity, 
♦w- ^flocrent * . » r ^^ t' ^ >'-^f el Shelf 

i VT, ,^fW\^-ir- r^ver. :f oii, although no one 
pr*"-!^* iv ►.(v* n.^, .i^sirr ' * • i v of f oui . v t s . ^le.^ »• m?. i or 
refi-erit^ \» r ^i--. -.jc ^^^.^ -...5.^, than 5,t. has been 

t^eGulf cocii lec.i^'i . - ^ 1 r i =:rt . ^-^ i ie;ec! iit- 

p — ^ 

off •♦-^•"l s. ^-^-.ntir roa.' ^r- ijra-?.rv ^ - ,^ mdi^^ited 

* k 

that potent i:m . ^ tr v ar- rr.-^ oT^-'.iti v r>r^ ,iuj5l> esti. 
nated. De^ e lOjSnen t 0 t < • .r: o k^^iu ro^irt^ - n^, en.irofi- 
Dental controls but cc^rf.i,ahi\ ^nprv, t . pfrolf-^j- 

resource position of the ' - ^nd reduce dcp' -dtnc*- 0- for-ior 
inports. 
Oil Shale 

Tr.f I .b. ^as a larg^- quantity of uAtapped domestic oil m 
the oil shal^ deposits of Colorado. I'tah and V^vonirg. These oil 
reserves raa\ be as large as 600 billion barrels.' Ocveloptnent of 
these resources would have obvious national securit> and bal-ance- 
of.pay-nents advantages. In addition, the oil is located near 
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areas in the ?jidwesl vshere refineries are operating at levels 
well belovi their orapacities. Conversely^ a great deal of en- 
vironm^ntal disruption u,ould take place from the mining neces- 
sary to process the shalt?. although experiments are being 
conducted to detennine the feasibility of extracting the oil 
from tht? shale in place. At present shale oil costs more per ^ 
barrel than foreign oil but that differentual is diminishing. 
Economies in sca-le \sould be realized b> large scale operations 
that rould be t^xpected to reduce the costs still further. 
Iht' extensive tar sands ip Canada are a smrlar resource that 
could be de\elopi?d. 
Synthetic Oil 

Oil can be made from coal, nhich the U.S. has in great 
abundance. Pilot plants have shown the feasibility of con- 
version, but <he costs are currentl* hig^^er than imports. As 
the price of foreign oil riit;> ^nd the corn- rsion cost decreases, 
production of synthetic oil na\ be^f/^^^ significant in the next 
several decades. Consid^^r 1*-^ research, however, remains to 
be done. 

Increased I se of Coal 

In man> ways tht ^^ppi> and demand situations for all fuels 
are interrelated. If *^ <J*^^r^ for one fuel cxceedi the supply, 
the excess demand is tran.^ rr.<' another fuel which, in turn, 
reduces the sup^J of thai fue -^^ *^U, For exasnple. the rapid 
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increase in oil demand was due in large part to natural gas 
users switching to ail when gas service began to be curtailf^d 
in the late IP6OS. The United Slates has large quantities of 
coal, in fact, some of the ric^iest deposits in the world. 
Greater use can be made of coal directly and through gasifi- 
cation and synthesis. Relaxation or deferral of secondary 
air quality standards and wider use of stSck gas cleaning 
svsiefns would aneliorate the toBl utilization situation in the 
electric utility indus^try. Since many industries and electric 
utilities burn oil when coal could be used as an alte^rnative. an 
increase in the use of coal could considerably reduce the demand, 
foV oil. 0 
Increased Use of Nuclear Power 

Because a great deal of the oil used in the U;S. is consumed 
in the production x>f electricity, an increase in the percentage 
of electricity produced with nuclear power would reduce the de- 
nand for oil. Construction of puclear powerplants has been 
slowed bv several factors, including delays in licensing. If« 
the process could be streamlin#tl^and*'"accelerated there' could be 
a reduction in the demand for oil. , ' 
Fffici^n^v of Industry Operations 

A significant amount of oil is left in the ground^after 
extraction has been compr<^ted. In some cases at leas^, secondary 
and tertiary recovery of that oil may be possible through gas 
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injection and other procedures. A great deal of energy is 
also unnecessarily lost in refining operations. By using 
better roechanical energy conversioi methods, better process 
energy conversion, and improved process heat recover), most 

4 ' 

refineries could reduce energy consumption by as much as 20%. 
Deregulation of Natural 'Gas , 

If artificial price constraints were removed from natural 
gas. raor^ exploration and development raone> would be available 
froff] revenues and perhaps equall> iraportantl>. there would be 
a more -equalized competitive price structure between the various 
fuels and lower order uses of gas would be discouraged. Recent 
FPC derisions have greatl> increased the price of natural gas 
soljj m interstate commerce. If the increased price does re- 
sult in increased availability of natural gas. pressures on oil 
C 

supplv" might be reduced. ^ 
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Proposals to Reduce Demand 

« 

Taxes 

• f 

Most of the gasoline consuiftd in the United Stales is 
used in automobires. The^average American automobile is heavy, 
highlyc powered, and sometimes inefficient. To encourage the 
industry to build and the public to buy smaller, more efficient 
cars, several tax proposals have been made. There cpuld be. 
for example, a lax that would be directly proportionar lo the 
weight and horsepower of eSch new car. Ideally, this would 
-provide an ecoROthic incentive lo purchase economy cars. In 
that sane connection, it might also be apjjy^priate to require 
the expected gasoline consumption to be printed on the price 
Slicker so that a prospective purchaser could inQ^ude that 
factor when comparing cars. An increase in the Federal gasoline 
lax has been suggested as an additional means of reducing demand, 
although there is *ome question thai demand would be significantly 
reduced by higher prices. Most people wou Id 'probably grudgingly 
pay the higher prices without substantially altering their con- 
sumption. Because the tax would be regressive, it would impose 
a severe econorau penalty on groups with legitimate needs--for 
ga&^ine but with limited meJ^^ of paying for it. 
||Qj>T-Day Work Keek 

A largo amount of gasoline is consumed by automobiles and 
buses in transporting people from their homes to their jobs. 
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The energyMoss is especially great when rush-hour traffic 
• * 

jams occur. A four-day work week could reduce the amount of 
energy needed fo.r corarauting by 20^ by "el inn na ting one commuting' 
day. 

National ^peed Limit 

Automobiles consume \\% less fuel when driven 50 miles per 
hour instead of 60 and 25^ less when driven 50 instead of 70. 
A reduction in speedAlioits, therefore, could reduce fuel de- 
mand. Problems could\be expected, however, wiUi enforcement and 
with the cost of.chao^es in existing signs. ' O 

Mass Transit 

If most commuters had access to mass transit and us^d a 
substantial reduction could be made in fuel consumption. ^ Many 
^people do not feel that mass transit is sufficiently convenient 
or inexpensive to represent a real a-lternative ta driving to work. 
To be successful, a mass transit system would have to have low 
fares, possibly even no fares if heavily subsidized, and an 
adequate network (o serve each urbane comrauni ty. The savings in 
highway construction and in ^ir pollution would be great, as would 
^he time at»d money saved by the commuter. ^ 
Improved Building Design 

Large quantities of oil are wasted every year in heating, 
cooling, and producing electricity for poorly designed office 
buildings. Large glass areas are attractive but allow considerable 
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heat transfer Buildings ►^a^e been designed Kiih^nergv con- 
ser\ati6n ar rind, and ite savings in fuel cost? can be 
considerable If cost nei* fc^uiidings n^^re constrjcted to con- 
^ ser\e -nt-rgv. ire denand for oil could be nucY than if. 

r 

Current prac'+<u^conlinue. 

Airline Ef ficiency 
• ^ J * 

T>e ,,e' airrra^, is one of the" leas! efficient ceans of ^ 

traasp-ortation n ter=s of fuel^exjxnded p^r passenger nile.l' 

although it does offet convenience and speed in rf*t^jrn. Van\ 

ai;;lj^nes f,lv plane^Kiih a- ver> snail nanber-'of pssseng^^rs. 

Quitt- often another plane a different 'airline will also be 

flving the sar«e rouT5^<<^h a snail load. 'If such flighfs xere 

coordinated so thai planes could flv mth greater loads and so 

♦'•a^ urn^c-essarv flights could be dropped, a sub^antial sro^-* 

of fuel cofild be saved. " | 

Energy Conservation \ 

T^c greates' potential for reducing d€-nand lies Kith the 

vos' people are accustomed to having o^ioline' avai l- 

^ abl- v^^^nevtr and wherever fe.v want n. Cnle/s the indivicftal 

t^-gms to pr-iCticc energy conservation. ho.*ev^. gasol ine'sh'o^- 

^ agrs nay bf^ror* even nc re acute than thev are no^. In that cai^e. 

' 9asoiine r-ig^i not be available for even the post inportant^ 

pjrp^es. T>.^ foUoKino suoqestions fron'the Ar^ricar. Votori^t 

o . ^ 

.(Jut;c i<>7j» ran bc'used by the individual to conserve qasoline*^ " 
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- F'TT. s-a' p>DiN tor iSv-r ot>mmu^'i ^ 
(\>r>K.!V sb-jt tnps WVti tAkK>C *.h*lir<T( t- <>' pu-kric up \<)ur 

!• \ >.'f v'»>icMdrr!'iC t>-s»ij;; a >rcT.'\j v-ar Tukr • s*^!!*-* vkr-.^ht 

- krt-p ttv .ur N ViZ.-^nt *n runt- Sp<^-a} 3ttmtis>ri sh.>yld b*r yj.s <t. t.- fur! ^nd 
^■r 6'tfr% p'jC> Ji'^i p»' ifc. arKJ n Utt Tvxit ' car^ <n,\^K)'i co-itrol ck-NivT-s 

.n rnr 'i^t' ulv^ parktxj jin rKl:nap Furl ^l^> rxpand iixd o^trS.'U 
n H>t ut t;S<T <-\e«*i if th* era; is pirkf<3 on I'-VI cmund. so itstrjcf th?- 
stjti >' tVf'vdun* p «.>if tSt t\'\k'' 

•t'rj ph'j - Is -t Air uSn trjs<' uith a *ull vad hjT th<* 
-n.iX'*-! p^'ssur* '.vt«-d ^ rrt s>d<*vk4lU 

itff<:^<'>d bv Npetxi i 

\s nd "Mt"k ruSh.t' Nt3^\ aoortfTite graduaiK as tStvucH \ou Had 

- at -r'tads Np-^-d* uh^^-^f jvissjSIt is \t >p-jir>d CO dr.\i'>i; \lsc> 
-irr* t'H ' «>t»n\ )-np» .in -ii'Lipatt rr^Bv MC'als ^ Ttimmv^t HrAkinc Atvd 

- U'Hfn «^rnnc a ?rt^-sA-a\ tik< ruil ad\AnLii;f^ ar^t UTat>->r( pjtK-^ v> 
fKjt s^vj tan c^adiwVs rr.u-h hichuuv sp^^'ds rath"T thin Hj\ini; to ""ftjor. 
S>jird' tVacwVratur V ' "oac^ cr-r.^mc <:ptt\J 

- \\"id 3ocr•)tT3^nC hard uK<i CL-^mc up a hill instead Suild up nd^xjuatt^ 
^pof^i iS^id '>t hrry* 

- Kfrr <1Ukmnc n v-^-ld '"ncir** d~^n ? >iv* Ivt^ ^*i^•n1Jp pm'>ds ra^trad 

•l^'-it .nl) tSr »-ncirtr t.^ ,di" t >r mn.r*" rhan ^ m nut? uK;U parked 
C '.t d -wTi vin i»v it tK>^ ^r-o>'>iit} tht H\ brC^^'^'HC ^''"^r tra\cl dii\ 
t*^r*'* r th< rnommc pti!l;rii; .jJI O-** ro^d dunn^ Th< K>T!f^t fk">urs 
\ - T'^* t> tT-4\rI I'C^tr? *^u.Ti '» >r-*xi^\ Fv.TN'^ uf-i^S; p'lls ^dd^^ona) striirr 
*t thrt- . nCj't*' xn-d rcN .Its U-ss ^It-N p« r j^t'*oi a? c^^'^^*^ 



of ••'e iTTj.'ort^'^ce -of qa^olm^ to aari '^Mure ^ 
ind '"^^ U~i--'d Suppli'-iv 3v-*il5t.U' -^r^ ar-^-ss ,t"e / 

- -^--dur* 'ill 30*" pT%r ! 1 r*- s ♦ 1 • 'r>Dn ' ' plov. if not,n»-res- 
>arv 'Jf '-oupl*- rac*" mes tc^iether n'^'cr*^ c^dssiM; to trako ont- 
Tir v"iv- r ••'•^ fi'^ld .1«> work of v'^rai--suc*^ as disk-plant- 

9 
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appiv t^Ttricyd^^^aM^ in on- op-^ration, (3i don*» cultivate un- 
nece^sa-rilv 

• --Ma'cr; tractors to ft? job to be dooe. v>bert posvibl*- \\) 
I'se srali 'racTOTS for the Iig.**ter jobs: <2> j-e diesel -ractors 
t *here pK)ssjbl<> because qa^o^ine^^sSv^lv is 'ig^t^r t^an di* s*='I 
fuel. ^ ^ 

— Op-'ra-e rqjipnert a' t'-e proper engine and field speeds. 

•-Ke. p -rsctor and eqiiipreni properlv tuned for naxinrur* 
fj*'l effjcjenc*. 

--5^ut the engine off if the na^hire is lik€l> to be stopped 
for sore tiPf. IdUng wiM oftfn use nore fuel than restarting the rotor 

--If pK>^Mbl^.-. rove large eqifipr-ent b> truck instead of 
drfMng it several tei l<^s over the highwav. 

--Po>-pone op^.ra:ions such as ditch cl.-aring and land 
l-v'ling Khen possibK-. even for just a few week i. until the 
fuel situation irpro\es froc the present >eak-use period. 

--Hork the field^e long nay of tr>e field n-^en possible. 



•0 -u* dOK-^ the nurt>er of turns that result in inefficient 
of f^c-l. 
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Tht casoiinf s^ortagr is t'^t result of several factors 
acunc in conjunction. Lmi t,ed refmerv capacit>. flaqqinq 
dor*'Sti: production, and a i^orldwid*? shortage of loi^-sulphur 
crude resulted in restricted supplies. At the sac5e Mne 
dnc-and v»as riMnc at rates "^u^h ngher th-an before. T>>is 
i-'balarcf. if It co-'tiT^ut'S. could create serious economic 
pYoblecs.- Th*- gasoline shortage has alread> had a oajor ^ 
inpact on consuTrers. farmers, ond independent narke<ers. ' 
Cnfortunatel) . t'here are no Quick or sinple solutions. The 
onlv short-terr relief js iikelv to cone fron inporis of 
ioreign oil and oil products and through conservation efforts. 
A recurrence of gasoliTie shortages can be cxrectf^d for at 
l*ast The next t^.ree vears until neu refineries are built. 
I'n'il such tirre as suppl> once again«rs sufficient to Deet 
demand, artificial neans na> be needed to ensure that supt>Ues 
of gasoline ar/' allocated to those uho need ther for high 
priorit>uses. " ^ 
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